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SUBJECT: REVISED GOE STATEMENT RE EGYPT'S FINANCIAL 
ASSISTANCE REQUIREMENTS 

REF: STATE 133630; CIAOR 5796 

1. MINFINANCE ABU ISMAIL TELEPHONED THIS MORNING TO SAY 

A. GOE AGREES TO A STATEMENT OF THE TYPE WE PROPOSED AND 

B. HE HAD AMENDED AND IN PLACES REDRAFTED OUR DRAFT TO 
REFLECT THE TRUE GOE POSITION. HE WOULD SIGN THE STATEMENT 
AND SEND IT TO ME IMMEDIATELY FOR UNDER SECRETARY ROBINSON'S 
USE. TEXT FOLLOWS: ANALYSIS OF CHANGES BEING SENT 

IN SEPTEL IMMEDIATELY FOLLOWING 

2. QUOTE. PROPOSED DRAFT LETTER BY GOVERNMENT 

OF EGYPT. EGYPT IS EXPERIENCING A SEVERE BALANCE OF PAYMENTS 
PROBLEM RESULTING FORM (1) DEPRESSED MARKET AND PRICES 
FOR COTTON AND RISING PRICES OF INDUSTRIAL GOODS IMPORTS; 

(2) NECESSARY INCREASES IN IMPORTS OF INDUSTRIAL RAW 
MATERIALS AND OTHER PRODUCTION GOODS AND EQUIPMENT REQUIRED 
TO RAISE INDUSTRIAL PRODUCTIVITY; (3) NECESSARY 
INCREASES IN IMPORTS OF CONSUMER GOODS REQUIRED TO 
OFFSET CROP FAILURES AND EXPAND RATIONS; AND (4) HEAVY 
CARRYING CHARGES ON FOREIGN COMMERICAL BANK CREDITS 
AND THE NECESSITY OF MAKING NET REPAYMENTS THIS YEAR ON 
SUCH CREDITS. 
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3. THE BALANCE OF PAYMENTS DEFICIT CANNOT BE SUBSTANT- 
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IALLY OFFSET BY DRAWING DOWN FOREIGN EXCHANGE RESERVES, 

AS EGYPT'S RESERVES ALREADY HAVE DECLINED TO A MINIMUM 
LEVEL REQUIRED FOR NATIONAL SECURITY. THE OPTION OF 
CUTTING BACK SHARPLY ON IMPORTS OF INTERMEDIATE GOODS IS 
UNACCEPTABLE AS THIS WOULD WEAKEN INDUSTRIAL RECOVERY 
AND PROLONG DEPENDENCE ON IMPORTS OF CONSUMER GOODS. 

4. EGYPT'S FOREIGN EXCHANGE BUDGET, BASED ON FUNDING 
REQUIRED TO OPEN LETTERS OF CREDIT AND TO SERVICE DEBT, 
PROJECTS A DEFICIT ON INTERNATIONAL TRADE AND SERVICE 
ACCOUNTS IN 1975 OF ABOUT 1,400 MILLION EGYPTIAN POUNDS 
(LE 1,400 MILLION). 

5. THIS IS HIGHER THAN THE DEFICIT CALCULATED ON THE 
CONVENTIONAL CENTRAL BANK PAYMENTS BASIS, BUT IT IS THE 
MORE ACCURATE MEASURE OF THE FOREIGN EXCHANGE REQUIRED 
TO OPEN LETTERS OF CREDIT IN AN EXPANDING IMPORT PROGRAM. 

IN ADDITION, DEBT SERVICE DUE ON LONG AND MEDIUM TERM 
DEBT (INCLUDING LE 192 MILLION IN NET PAYMENTS ON 

BILATERAL AGREEMENT ACCOUNTS) AMOUNT TO ABOUT LE 400 MILLION 
IN 1975. THE TOTAL DEFICIT OF APPROXIMATELY 
LE 1,800 MILLION IS ASSMED TO BE FINANCED TO THE 
EXTENT OF ABOUT LE 1500 MILLION BY FOREIGN ASSISTANCE 
GRANTS AND LOANS AND MEDIUM AND LONG TERM SUPPLIER 
CREDITS (OF WHICH MORE THAN LE 100 MILLION IN ASSUMED 
ADDITIONAL GRANTS HAD NOT ACTUALLY BEEN COMMITTED AS OF 
JUNE 1, 1, 1975). THUS, THE NET DEFICIT IS ABOUT 
LE 300 MILLION, EQUIVALENT TO ABOUT US DOLLARS 750 MILLION. 

6. IN ACCORDANCE WITH THE ABOVE THE GOVT. INTENDS TO 
NEGOTIATE WITH FOREIGN OFFICIAL CREDITORS TO RESCHEDULE 
DEBT SERVICE OUTSTANDING, AND PAYABLE ON CIVIL 

LOANS OVER THE NEXT TWELVE MONTHS. 

7. THE NEW CABINET HAS UNDERTAKEN EXTENSIVE REVIEWS OF 
THE IMMEDIATE AND LONGER TERM FINANCIAL OUTLOOK AND OF 
BOTH POLICY AND ADMINISTRATIVE MEASURES REQURED TO REDUCE 
EGYPT'S DEPENDENCE UPON FOREIGN FINANCING OF CURRENT 
IMPORTS. 
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8. MEASURES TO IMPROVE THE MANAGEMENT AND ALLOCATION OF 
FOREIGN EXCHANGE ARE CURRENTLY UNDER CONSIDERATION IN 
CONJUNCTION WITH THE PREPARATION OF THE ANNUAL ECONOMIC 
PLAN AS WELL AS THE GOVERNMENT BUDGET FOR 1976. 

9. IN THIS CONNECTION EXCHANGE OF VIEWS HAS TAKEN 
PLACE BETWEEN APPROPRIATE MINISTRIES AND EXPERTS 
OF IMF AND IBRD. ONCE THE IMMEDIATE BALANCE 
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OF PAYMENTS DEFICIT HAS BEEN CLOSED BY THE MEASURES 
INDICATED ABOVE AND BY THE RECEIPT OF ADDITIONAL 
OFFICIAL FINANCIAL ASSISTANCE, THERE ARE GOOD 
PROSPECTS OF OBTAINING REFINANCING ON MEDIUM TERM 
OF MUCH OF THE ACCUMULATED SHORT TERM COMMERICAL DEBT. 
THE MEDIUM AND LONGER TERM OUTLOOK FOR THE ECONOMY IS 
MORE FAVORABLE, WITH PROSPECTS OF SUBSTANTIAL EXPANSION 
OF DOMESTIC PRODUCTION OF PETROLEUM, INDUSTRIAL AND 
AGRICULTURAL GOODS, RECOVERY OF EXTERNAL 
DEMAND FOR EGYPTIAN COTTON AND OTHER EXPORTS, AND 
INCREASED FOREIGN EXCHANGE EARNINGS FROM THE REOPENED 
SUEZ CANAL AND TOURISM. CONSEQUENTLY, IT CAN BE REASONABLY 
EXPECTED THAT RISING PROPORTIONS OF FOREIGN CAPTIAL 
FLOWS TO EGYPT, IN 1976 AND THEREAFTER, CAN BE INVESTED 
IN NEW PRODUCTIVE CAPACITY AND SUPPORTING INFRASTRUCTURE. 

10. IN ORDER TO CLOSE THE GAP IN AVAILABLE FINANCING OF 
ESSENTIAL CURRENT IMPORTS DURING THE REMAINDER OF 1975, 

THE GOVERNMENT OF EGYPT IS ASKING INTERESTED FOREIGN 
GOVERNMENTS AND INTERNATIONAL AGENCIES FOR ADDITIONAL 
FINANCIAL ASSISTANCE IN FORMS APPROPRIATE TO THIS NEED 
AND ON TERMS APPROPRIATE TO EGYPT'S DIFFICULT ECONOMIC 
SITUATION. AS EXPLAINED ABOVE, APPROXIMATELY 
LE 1.4 BILLION EQUIVALENT TO US $3.5 BILLION WILL BE 
NEEDED OVER THE NEXT SIX MONTHS, AND A SUBSTANTIAL PART 
OF THIS AMOUNT IS NEEDED IMMEDIATELY SO AS TO PREVENT 
WASTEFUL INTERRUPTION OF IMPORT PROCUREMENT PROGRAMS 
AND FURTHER DAMAGE TO EGYPT'S INTERNATIONAL CREDIT. 

1 1 . NO PART OF THE REQUESTED ASSISTANCE SHALL BE USED 

TO REPAY FOREIGN OFFICIAL DEBTS OR DEBT SERVICE THEREON. 

12. THE GOVERNMENT OF THE UNITED STATES PROMPTLY 
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RESPONDED TO THIS REQUEST, CONDITIONALLY OFFERING TO 
PROVIDE DURING THE SEVEN REMAINING MONTHS OF 1975 
$250 MILLION FOR IMPORT FINANCING, IN ADDITION TO THE $150 
MILLION IN US NON-PROJECT LOANS AND $100 MILLION IN US PROJECT 
AID PROVIDED OR TO BE PROVIDED DURING 1975. POSITIVE 
RESPONSES HAVE BEEN RECEIVED FROM THE GOVERNEMENT OF 
SAUDI ARABIA AND IRAN, AND DISCUSSIONS HAVE BEEN 
INITIATED WITH OTHER GOVERNMENTS. RECOGNIZING 
THE DIFFICULTY SOME GOVERNMENTS MAY HAVE IN RESPONDNG 
IMMEDIATELY TO THIS URGENT REQUEST, THE GOVERNMENT OF 
EGYPT IS AGREEABLE TO THEIR REALLOCATION TO CURRENT 
IMPORT FINANCING OF SOME ASSISTANCE FUNDS WHICH THEY 
PREVIOUSLY OFFERED FOR EGYPTIAN DEVELOPMENT PROJECTS 
BUT HAVE NOT YET FIRMLY COMMITTED TO PARTICULAR PROJECTS. 
A.A. ISMAIL, MINISTER OF FINANCE. END QUOTE. 
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13. ABU ISMAIL INDICATED THAT, WHILE THE STATEMENT 
SHOULD REMAIN CLASSIFIED, HE HAS NO OBJECTION TO OUR 
USING IT WITH PROSPECTIVE DONORS. GOE WILL, AS NECESSARY, 
ALSO DO SO. 

14. SUGGEST DEPT PASS REVISED EGYPTIAN DRAFT TO UNDER 
SECRETARY ROBINSON WHEREVER HE IS AT THE MOMENT. 

EILTS 
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